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To whom it may concern:

The Signatories to the Arizona Public Service Company (*APS”) Rate Case
Settlement Agreement ("Settlement”) filed in the above-captioned docket agreed that
APS should file this letter to inform the Commission and the public about the customer
bill impacts potentially associated with the Settlement, both on the rate effective date
and afterwards. As described in greater detail below, several factors associated with
the Settlement may impact customer bills, and several factors that are lndependent of
the Settlement may also impact bills:

¢ First and most immediately, the Settlement results in a modest rate reduction
across customer classes, generally around one percent, on the assumed rate
effective date (July 1, 2012) and for the remainder of 2012.

e Second, the Settlement will defer resetting the existing Power Supply Adjustor
("PSA") to reflect the new base fuel rates established in the Settlement until
early 2013. This will allow customers to continue to receive a credit for the PSA
for the rest of this year, and the PSA bill will be reset as it normally is in
February 2013.

e Third, the Settlement would allow APS to seek an adjustment rider related to its
potential acquisition of Southern California Edison’s ("SCE”) interest in Four
Corners Power Plant Units 4 and 5 and retirement of Units 1-3 (the “proposed
Four Corners transaction”), if the Commission authorizes APS to pursue the
acquisition and if the transaction closes. The “Four Corners” adjustment is
itself composed of two parts, each dependent upon several contingencies. The
first part is the impact of the Four Corners transaction on the 2013 PSA reset
should the transaction close prior to December 31, 2012. The second part,
which is subject to yet further contingencies, would largely center on the non-
fuel costs associated with the Four Corners transaction and would take effect no
earlier than July 1, 2013.
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The potential customer bill impact associated with each of these changes is
explained below and illustrated in detail in the attachment.

1. Bill Impact on the Rate Effective Date.

If the Commission approves the Settlement so that rates take effect on July 1,
2012 as requested, APS customers will see on average a slight bill decrease during the
remainder of 2012. The average residential customer’s monthly bill, for example, will
go down by about 1.0%. This customer benefit is caused by (1) APS receiving less
rate relief than it had originally requested; (2) a decline in fuel costs; and (3) the
Company’s agreement to delay the reset of the PSA rate until February 2013, thus
continuing the current PSA credit as described below.

2. Bill Impact Resulting from Existing Adjustment Mechanisms.

Of the existing Commission-approved adjustors that affect customer bills
between rate cases, only the PSA has a bill impact that is directly affected by the
Settlement. There are two components to the PSA: a forward component that will
reflect anticipated 2013 fuel costs and a historical component that will collect any
under-coliected 2012 fuel costs (or refund any over-collection). Although both the
forward and historical components may be affected by changes in fuel costs, weather
or economic conditions between now and February 2013, APS estimates that average
residential customer bills will increase by 2.5% above what they had been just before
Settlement rates took effect when the PSA rate is reset in February of 2013.}
Importantly, although the PSA Plan of Administration would allow the PSA rate to be
reset at the same time when new rates take effect, an annual reset occurs each
February regardless of whether a rate case has been filed.

3. Bill Impact Resulting from Potential Four Corners Acquisition.

Finally, the Settlement contains a provision that would allow APS to seek an
adjustment rider related to its proposed Four Corners transaction, if the Commission
authorizes APS to pursue the transaction and if the transaction closes. Under the
terms of the Settlement, such a rider, if implemented, may not become effective any
earlier than July 1, 2013. Any bill impact associated with this adjustment is contingent
on subsequent Commission actions and other future events that may or may not
occur.  The bill impact reflecting the Four Corners rider presented in the attached
assumes, for example, that the Commission and other regulators (including the
California Public Utilities Commission and the Federal Energy Regulatory Commission)
allow the transaction to proceed, that all other conditions to closing are satisfied, and
that the transaction is consummated in the fourth quarter of 2012. It further assumes
that the Commission will grant the Company’s request that it be allowed to operate
Four Corners. Units 1-3 through 2013 and recover the associated Operations and
Maintenance expense through the PSA only and for so long as off-system sales from
that additional capacity benefit customers more than the continued cost of operating
those Units. None of these issues is specifically resolved in this Agreement.

Completing the Four Corners transaction as described above could result in
average residential customer bills increasing by slightly more than 3% after July 2013.
Importantly, however,. the rate treatment of Four Corners was not part of the bill
impact analysis related to the Company’s original rate case application. The

! Again, this analysis assumes that the Commission authorizes APS to pursue the proposed Four Corners
transaction, the transaction closes prior to December 31, 2012, and also that Four Corners Units 1-3 .
continue to operate through the balance of 2013, which results in lower PSA costs.




opportunity for APS to pursue the Four Corners transaction resulted from a
combination of California environmental regulations that prompted SCE to withdraw as
a participant in the Four Corners plant and from federal environmental regulations that
would require significant costs for APS to continue to operate its own Four Corners
units. In the separate Four Corners docket, APS has shown that the Four Corners
transaction is a far less expensive option for customers over the long term than any
other alternative. The Settlement proposal would facilitate the timely closing of the
transaction. It would also lower the balance of the cost deferral that APS has
requested in the Four Corners docket, which would be significantly higher were it
carried over to the Company’s next rate case, causing a higher customer bill impact.

I hope this letter provides additional information regarding the potential
customer bill impacts associated with this Settlement, and look forward to discussing
this in more detail at the hearing. If you have any questions, or would like additional
clarification or information, please let me know by way of a letter in this rate case
docket, to which APS will promptly respond.

Sincerely,
Jeff Guldner

JBG/dk




Copies of the foregoing delivered
this 9™ day of January, 2012 to:

Lyn Farmer

Chief Administrative Law Judge
Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ, 85007

Steve Olea

Utilities Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ, 85007

Janice Alward

Legal Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ, 85007

Daniel Pozefsky
Chief Counsel

RUCO

1110 W. Washington
Phoenix, AZ, 85007

C. Webb Crockett

Attorney for Freeport-McMoRan and
AECC

Fennemore Craig

3003 N Central Avenue, Suite 2600
Phoenix, AZ, 85012-2913

Timothy Hogan

Attorney for Western Resource
Advocates/ASBA/AASBO

Arizona Center for Law in the Public
Interest

202 E. McDowell Road, Suite 153
Phoenix, AZ, 85004

David Berry

Western Resource Advocates
P.O. Box 1064

Scottsdale, AZ, 85252-1064

Barbara Wyllie-Pecora
14410 W. Gunsight Dr.
Sun City West, AZ, 85375

Michael A. Curtis

Attorneys for Town of Wickenburg and
Town of Gilbert

Curtis, Goodwin, Sullivan, Udall &
Schwab, P.L.C.

501 E Thomas Road

Phoenix, AZ, 85012-3205

William P, Sullivan

Attorneys for Town of Wickenburg and
Town of Gilbert

Curtis, Goodwin, Sullivan, Udall &
Schwab, P.L.C.

501 E Thomas Road

Phoenix, AZ, 85012-3205

Melissa A. Parham

Attorneys for Town of Wickenburg and
Town of Gilbert

Curtis, Goodwin, Sullivan, Udall &
Schwab, P.L.C.

501 E Thomas Road

Phoenix, AZ, 85012-3205

Jeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Drive
Tucson, AZ, 85704-3224

Kurt J. Boehm, Esq.

Attorneys for The Kroger Co.
BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, OH, 45202

John William Moore, Jr.
Attorneys for The Kroger Co.
7321 North 16th Street
Phoenix, AZ, 85020
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Stephen J. Baron

Consultant for The Kroger Co.

J. Kennedy & Associates

570 Colonial Park Drive, Suite 305
Roswell, GA, 30075

Jeffrey W. Crockett

Attorney for Arizona Association of
Realtors

Brownstein Hyatt Farber Schreck LLP
One East Washington Street, Suite
2400

Phoenix, AZ, 85004

Michael W. Patten, Esq.

Attorneys for Tucson Electric Power
Company

Roshka DeWulf & Patten, PLC

One Arizona Center, 400 E. Van Buren
Street, Suite 800 o

Phoenix, AZ, 82004

Bradley S. Carroll, Esq.

Tucson Electric Power Company
One South Church Avenue, Suite UE
201

Tucson, AZ, 85701

Cynthia Zwick
1940 E. Luke Avenue
Phoenix, AZ, 85016

Michael M. Grant

Attorneys for Arizona Investment
Council

Gallagher & Kennedy, P.A.

2575 E. Camelback Road
Phoenix, AZ, 85016-9225

Gary Yaquinto

President & CEO

Arizona Investment Council

2100 N. Central Avenue, Suite 210
Phoenix, AZ, 85004

Karen S. White

Attorney for Federal Executive
Agencies

Air Force Utility Law Field Support
Center

AFLOA/JACL-ULFSC, 139 Barnes Drive
Tyndall AFB, FL, 32403

Greg Patterson

Attorney for Arizona Competitive
Power Alliance

Munger Chadwick

2398 E. Camelback Road, Suite 240
Phoenix, AZ, 85016

Nicholas J. Enoch

Attorney For IBEW 387, 640, 769
Lubin & Enoch, P.C.

349 North Fourth Ave.

Phoenix, AZ, 85003

Craig A. Marks

Attorney for AARP

10645 N. Tatum Blvd. Ste. 200-676
Phoenix, AZ, 85028

Jay 1. Moyes

Moyes Sellers & Hendricks

1850 N. Central Ave., Suite 1100
Phoenix, AZ, 85004

Jeffrey J. Woner

K.R. Saline & Associates., PLC
160 N. Pasadena, Suite 101
Mesa, AZ, 85201

Lawrence Robertson, Jr.
Attorney for SWPG/Bowie/Noble
Attorney At Law

P.O. Box 1448

Tubac, AZ, 85646
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Scott Wakefield

Attorney for Walmart

Ridenour, Hienton & Lewis, PLLC
201 N. Central Ave. Suite 3300
Phoenix, AZ, 85004-1052

Steve Chriss

Senior Manager, Energy Regulatory
Analysis

Walmart Stores

2011 S.E. 10th Street

Bentonville, AR, 72716-0550

Laura Sanchez

NRDC

P.O. Box 65623
Albuquerque, NM, 65623

Douglas Fant

Law Offices of Douglas V. Fant
3655 W. Anthem Way, Suite A-109,
PMB 411

Anthem, AZ, 85086

Amanda Ormond

Southwest Representative

Interwest Energy Alliance

7650 S. McClintock Dr., Suite 103-282
Tempe, AZ, 85284
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ARIZONA PUBLIC SERVICE COMPANY

Estimated Annual Bill Impacts of Proposed and Settlement Rates

Includes PSA and RES Impacts

Application
Annual
Average
Monthly
Residential (Rate E-12) Bill (1,2)
Average kWh per Month 691
Base Rates $ 89.31
PSA- Forward Component (0.01)
PSA - Historical Component (0.32)
4 Corners -
TCA 1.48
EIS -
RES 1.99
DSMAC 1.88
Total $ 94.33
Bill Impact $ 4.33
Percent Bill Impact 4.81%
Annual
Average
Monthly
Residential (Average - All Rates) Bill (1,2)
Average kWh per Month 1,100
Base Rates $ 128.80
PSA- Forward Component (0.02)
PSA - Historical Component (0.51)
4 Corners -
TCA 2.36
EIS -
RES 1.99
DSMAC ) 2.99
Total $ 135.61
Bill Impact $ 8.36
Percent Bill Impact 6.57%
Annuai
Average
Monthly
Commercial (Rate E-32, 0-20 kW) Bilt (1,2)
Average kwWh per Month 1,430
Base Rates S 206.85
PSA- Forward Component (0.02)
PSA - Historical Component (0.66)
4 Corners -
TCA 2.29
EIS -
RES 7.12
DSMAC 3.89
Total S 219.47
Bill Impact $ 4.37
Percent Bill impact 2.03%

Rates on Settlement
6/30/2012 7/1/2012
Annual Annual
Average Average
Monthly Monthly
Bill {2) Bill (3)
691 691
86.40 S 86.44
(3.19) (3.19)
0.30 0.30
291 291
0.11 -
3.84 2.78
1.88 1.88
9225 $ 91.12
$ (1.13)
-1.22%
Annual Annual
Average Average
Monthly Monthly ,
Bill (2) Bill {3)
1,100 1,100
12380 S 123.83
(5.08) (5.08)
0.49 0.49
4.63 4.63
0.18 -
3.84 2.78
2.99 2.99
13095 $ 129.64
$ (1.31)
-1.00%
Annual Annual
Average Average
Monthly Monthly
Bill (2) Bill (3)
1,430 1,430
20230 $ 206.23
(6.60) (6.60)
0.63 0.63
3.53 3.53
0.23 -
13.71 9.96
3.89 3.89
21769 $ 217.64
$ (0.05)
-0.02%
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ARIZONA PUBLIC SERVICE COMPANY

Estimated Annual Bill Impacts of Proposed and Settlement Rates

Includes PSA and RES Impacts

Application
Annual
Average
Monthly
Commercial (Rate E-32, > 20 kW) Bill (1,2)
Average kWh per Month 62,238
Base Rates $ 6,142.98
PSA- Forward Component {0.88)
PSA - Historical Component {28.69)
4 Corners -
TCA 144.81
EIS -
RES B 73.92
DSMAC 189.52
Total $ 6,521.66
Bill Impact $ 401.72
Percent Bill impact 6.56%
Annual
Average
Monthly
Industrial (Rate E34/35) Bill (1,2)
Average kWh per Month 3,581,412
Base Rates $ 257,184.98
PSA- Forward Component (50.14)
PSA - Historical Component {1,651.03)
4 Corners -
TCA 1,710.44
Els ‘ -
RES 221.77
DSMAC 6,395.98
Total $ 263,812.00
Bill iImpact $ 25,818.72
Percent Bill Impact 10.85%

Notes:
(1) From CAM-14 in Application

Rates on Settlement
6/30/2012 7/1/2012
Annual Annual
Average Average
Monthly Monthly
Bill (2) Bill (3)
62,238 . 62,238
5,977.26 S 5,986.64
(287.36) (287.36)
27.33 27.33
163.78 163.78
9.96 -
142.44 103.44
189.52 189.52
6,222.93 $ 6,183.35
$ (39.58)
-0.64%
Annual Annual
Average Average
Monthly Monthly
Bill (2) Bill (3)
3,581,412 3,581,412
249,125.86 S 244,035.16
(16,535.38) (16,535.38)
1,572.24 1,572.24
4,061.46 4,061.46
573.03 -
427.33 310.33
6,395.98 6,395.98
245,62052 S 239,839.79
$ (5,780.73)
-2,35%

(2) Bill includes impact of proposed revised General Rate Case charges, and PSA and RES surcharges reset with implementation of new rates

Bill excludes regulatory assessment charge, taxes and fees. Adjustor levels in effect as of March 1,2011

(3) 7/1/2012 - Includes settlement rates, transfer from RES to base rates, and EIS set to zero. PSA based on 2/1/2012 rate
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ARIZONA PUBLIC SERVICE COMPANY
Estimated Annual Bill Impacts of Proposed and Settlement Rates
Includes PSA and RES Impacts

NOTE: PSA RESET OCCURS EACH FEBRUARY REGARDLESS OF WHETHER A RATE CASE HAS BEEN FILED

Rates on Potential Impact of
7/1/2012 PSA Reset in 2013
Annual Annual
Average Average
Monthly Monthly
Residential (Rate E-12) Bill {4,5) Bill (4,6)
Average kWh per Month 691 691
Base Rates $ 86.44 S 86.44
PSA- Forward Component (3.19) (2.12)
PSA - Historical Component 0.30 2.10
4 Corners - -
TCA 2,91 291
EIS - -
RES 2.78 2,78
DSMAC 1.88 1.88
Total S 91.12 S 93.99 Equates to a 1.9% bill
Bill Impact $ 2.87 impact compared to
Percent Bill Impact 3.15% 6/30/2012 rates
Annual Annual
Average Average
Monthly Monthly
Residential (Average - All Rates) Bill (4,5) Bill (4,6)
Average kWh per Month 1,100 1,100
Base Rates S 123.83 $ 123.83
PSA- Forward Component (5.08) (3.37)
PSA - Historical Component 0.49 3.34
4 Corners - -
TCA 4.63 4.63
EIS - -
RES 2.78 2,78
DSMAC 2.99 2.99
Total $ 129.64 $ 134.20 Equates to a 2.5% bilt
Bill Impact $ 4.56 impact compared to
Percent Bill Impact 3.52% 6/30/2012 rates
Annual Annual
Average Average
Monthly Monthly
Commercial (Rate E-32, 0-20 kW) Bill (4,5) Bill {4,6)
Average kWh per Month 1,430 1,430
Base Rates S 206.23 S 206.23
PSA- Forward Component {6.60) (4.38)
PSA - Historical Component 0.63 4.34
4 Corners - -
TCA 3.53 3.53
EIS - -
RES 9.96 9.96
DSMAC 3.89 3.89
Total $ 217.64 $ 223.57
Bill Impact $ 5.93
Percent Bill Impact 2.72%
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ARIZONA PUBLIC SERVICE COMPANY
Estimated Annual Bill impacts of Proposed and Settlement Rates
Includes PSA and RES Impacts

NOTE: PSA RESET OCCURS EACH FEBRUARY REGARDLESS OF WHETHER A RATE CASE HAS BEEN FILED

Rates on Potential Impact of
7/1/2012 PSA Reset in 2013
Annual Annual
Average Average
Monthly Monthly
Commercial (Rate E-32, > 20 kW) Bill (4,5) ' Bill (4,6)
Average kWh per Month 62,238 62,238
Base Rates $ 5,986.64 S 5,986.64
PSA- Forward Component (287.36) (190.39)
PSA - Historical Component 27.33 188.77
4 Corners - -
TCA 163.78 163.78
EIS - -
RES 103.44 103.44
DSMAC 189.52 189.52
Total S 6,183.35 $ 6,441.76
Bill Impact $ 258.41
Percent Bill Impact 4.18%
Annual Annual
Average Average
. Monthly Monthly
Industrial (Rate E34/35) Bill (4,5) Bill (4,6)
Average kWh per Month 3,581,412 3,581,412
Base Rates S 244,035.16 S 244,035.16
PSA- Forward Component (16,535.38) (10,955.54)
PSA - Historical Component 1,572.24 10,862.43
4 Corners - -
TCA 4,061.46 4,061.46
. BS - -
RES 310.33 310.33
DSMAC 6,395.98 6,395.98
Total $  239,839.79 $ 254,709.82
Bill Impact $ 14,870.03
Percent Bill Impact » 6.20%

Notes:

{4) Bill excludes regulatory assessment charge, taxes and fees

(5) 7/1/2012 - Includes settlement rates, transfer from RES to base rates, and EIS set to zero. PSA based on 2/1/2012 rate

(6) 2/1/2013 - APS would have reset the PSA adjustor regardless of the current rate case. Projected PSA reset, under-collection in
2012 due to base fuel rate change in 7/1/12, FC 1-3 Off-system sales margin, and FC 4-5 base fuel rate change due to acquisition
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ARIZONA PUBLIC SERVICE COMPANY
{ ) Estimated Annual Bill Impacts of Proposed and Settlement Rates
i includes PSA and RES Impacts
|
Bill Impact of Potential Impact of
| PSA Reset in 2013 ACC Approval of FC
\
i Annual Annual
| Average Average
Monthly Monthly
i Residential (Rate E-12) Bill {7,8) Bill (7,9)
Average kWh per Month 691 691
‘ Base Rates $ 86.44 $ 86.44
| PSA- Forward Component (2.12) (1.31)
\ PSA - Historical Component 2.10 2.10
; 4 Corners - 2.08
‘ TCA 2,91 2.91
EIS - -
RES 2.78 2.78
DSMAC 1.88 1.88
Total S 93.99 $ 96.88
Bift Impact $ 2.89
Percent Bill impact 3.07%
Annual Annual
Average Average
Monthly Monthly
Residential (Average - All Rates) Bill (7,8) . Bill (7,9)
Average kWh per Month 1,100 1,100
Base Rates $ 123.83 $ 123.83
* PSA- Forward Component (3.37) (2.09)
PSA - Historical Component 3.34 3.34
4 Corners - 2.97
TCA 4.63 463
EIS - -
RES 2.78 2.78
DSMAC 2.99 2.99
Total $ 134.20 $ 138.45
Biti Impact $ 425
Percent Bill impact 3.17%
Annual Annual
Average Average
Monthly . Monthly
Commercial (Rate E-32, 0-20 kW) Bill (7,8) Bilf (7,9)
Average kWh per Month 1,430 1,430
Base Rates S 206.23 $ 206.23
PSA- Forward Component (4.38) (2:71)
PSA - Historical Component 4.34 : 4.34
4 Corners - 495
TCA 3.53 3.53
EIS - -
1 RES 9.96 9.96
| DSMAC 3.89 3.89
| Total S 223.57 $ 230.19
i Bill Impact $ 6.62
; Percent Bill Impact 2.96%
|
|
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ARIZONA PUBLIC SERVICE COMPANY
Estimated Annual Bill Impacts of Proposed and Settlement Rates
Includes PSA and RES impacts

, Bill Impact of Potential Impact of
PSA Reset in 2013 ACC Approval of FC
i Annual Annual
: Average Average
i Monthly Monthly
} Commercial {Rate E-32, > 20 kW) Bill (7,8) Bill (7,9)
| Average kWh per Month 62,238 62,238
ﬁ Base Rates $ 5,986.64 $ 5,986.64
! PSA- Forward Component (190.39) (117.94)
PSA - Historical Component 188.77 188.77
i 4 Corners - 143.68
: TCA 163.78 163.78
i Els ; .
| RES 103.44 103.44
! DSMAC 189.52 189.52
' Total S 6,441.76 S 6,657.89
Bill impact $ 216.13
Percent Bill Impact - 3.36%
Annual Annual
Average Average
Monthly Monthly
Industrial (Rate E34/35) ' Bill (7,8) 8ill {7,9)
Average kWh per Month 3,581,412 3,581,412
Base Rates $ 244,035.16 $ 244,035.16
PSA- Forward Component (10,955.54) (6,786.78)
PSA - Historical Component 10,862.43 10,862.43
4 Corners ’ - 5,856.85
TCA 4,061.46 4,061.46
E1S - -
RES 310.33 ’ 310.33
DSMAC . 6,395.98 6,395.98
Total S - 254,709.82 “§ 26473543
Bill Impact $ 10,025.61
Percent Bill Impact ’ 3.94%

Notes:

{7} Bilt excludes regulatory assessment charge, taxes and fees. Adjustor levels in effect as of March 1, 2011

(8) 2/1/2013 - APS would have reset the PSA adjustor regardless of the current rate case. Projected PSA reset, under-collection in 2012 due to
base fuel rate change in 7/1/12, FC 1-3 Off-system sales margin, and FC 4-5 base fuel rate change due to acquisition

(9) 7/1/2013 - FC 1-3 O&M base fuel rate transfer to PSA, and FC 4-5 non-fuel rate increase
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